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Summary 


The Austrian economy is recovering from the recession of 1975, and real 
economic growth in 1976 is anticipated to be 4%, with a 5% growth rate 
projected for 1977, GNP in 1976 should reach about 40 billion Dollars, 
Full employment, a key government policy objective, has been largely 
maintained despite the recession, This year's jobless rate will probably 
average about 2% and is expected to remain in that range in 1977, 

Thanks to an effective incomes policy and an exchange rate policy linking 
the Schilling to the West German Mark, inflation is continuing to decel- 
erate. A 7.3% rise in consumer prices this year is projected to fall to 
6% in 1977, Continued economic growth next year in Austria and its major 
trading partners, is expected to boost Austria's foreign trade. Real 
increase in Austrian imports in 1977 is projected to be on the order of 
7.5%, and since real exports are expected to increase by 9%, a slightly 
narrowed trade gap is likely. The major economic uncertainties for Austria 
over the next 12 months are expected to be increasing concern about the 
effects of the "hard Schilling" policy on the competitiveness of Austrian 
exports, and persistent sluggishness in the important, export-oriented 
nationalized steel industry. 


In view of expected trends in the Austrian economy, the outlook for 
US-Austrian trade is bright, Austrian imports from the United States 
exceeded a quarter billion Dollars in 1975, .and the potential for 
growth remains good with US deliveries to Austria in the first nine 
months of 1976 up 26% from the same period in 1975, With most Austrian 
economic indicators pointing to continued recovery from the 1975 
recession, American suppliers, aided by a favorable Dollar-schilling 
exchange rate, are in a good position to build up their current 3.2% 
share in Austria's non-oil imports, 





AUSTRIAN KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values in billions 
of Austrian Schillings (AS) and millions of US Dollars 


and represent period averages, % Change 


1974 1975 1975 1975 vs. 1976 est, 
(AS Bill.) (AS Bill.) ($ Mill.) 1974 a/ (AS Bill.) 


Exchange Rate: US$1,.00 = AS18,69 AS17,42 AS17,42 AS18,14 
(Jan-Oct.av. ) 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices. 613.5 654.4 37,560 + oF 724.8 
GNP at Constant (1964) Prices St het 363.7 20 , 880 20 377.9 
Per Capita GNP, Current Prices AS81,500 AS87,000 $4,994 e?  AS96,400 
Plant & Equipment Investment 172.8 174.5 10,017 20 188.6 
Net Mass Income b/ 299.7 346,0 19,860 15.4 382.3 
Indices: 
Industrial Production (1971=100) 118.8 110.7 110,7 117.3 
Avg. Labor Productivity (1971=100) 114.5 111.9 111.9 122,1 
Avg. Industrial Wage’ (1956=100) 468.9 532.2 532.2 580.0 
Labor Force (1000s) 2,689 2,72) 2,711 2,743 
Avg. Unemployment Rate (%) 1.5 2.0 2.0 a4 


MONEY AND PRICES 

Money Supply (M1) c/ ; 114.1 134.3 7,709 
Interest Rates (Central Bank) (%) 6.5 6.0 6.0 
Indices: 

Wholesale Price (1964=100) 187,23 
Retail Sales (1973=100) 105.9 


BALANCE OF PAYMENTS AND TRADE 


Gold'& For, Exchange Reserves c/ 
External Federal Debt 
Annual Debt Service 
Balance of Payments e/ 
Balance of Trade 
Exports, FOB 
U.S, Share 
Imports, CIF 
U.S. Share 


3,533 
1,841 
104 
+ 731 
1,865 
7,513 
187 
9,379 
275 
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MAIN IMPORTS FROM THE U.S. IN 1975: ($ million) 

Non-electric machinery, excluding office machines: 36.2; Vehicles including airplanes 
& boats: 29,7; Basic chemicals and compounds: 17,6; Paper pulp and waste paper: 12,2; 
Electric machinery and equipment: 10,4, 


Footnotes: 
a/ Changes based on Schilling rather than Dollar converted values 
b/ Income of dependently employed persons plus transfer payments, after taxes; 
excludes self-employment income 
c/ Year-end figure 
d/ Since June 10, 1976 
e/ Current account plus balance of long-term eapital transactions, 


Sources: Austrian National Bank, Central Statistical Office, Austrian Finance 
Ministry, Austrian Institute for Economic Research 





UNCLASSIFIED 


Current Economic Situation and Trends 


Through the end of 1976 and into 1977, a continued moderate expansion of 
the Austrian economy is foreseen, Real GNP growth during 1976 is now 
expected to be about 4%, and a 5% figure is projected for 1977 by the 
semi-official Austrian Institute for Economic Research, Business leaders 
however, have criticized the 1977 projection as overly optimistic. The 
1976 growth rate results from rising quarterly annual growth rates, which 
started with 2.4% in the first quarter and reached 5% in the third, 
Steady growth in consumer spending (a 4% increase is expected for 1976) 
has been a major factor in the recovery, although much of the increase 
appears to have been due to sales of imported automobiles, A growth in 
private consumption of 4-5% is forecast for 1977, Business investment, 
aided by government incentives including tax relief, has recovered some- 
what from depressed 1975 levels, Real growth of 3.5-4% is expected for 
this year, increasing to 7-8,5% in 1977, 


The Austrian Government has followed moderately stimulative economic 
policies, which are designed to maintain full employment while simulta- 
neously holding inflation down, The battle against unemployment has been 
quite successful, During 1975 unemployment was held to an average rate of 
2.0%. The jobless rate peaked at 3.6% early in 1976 and is expected to 
average about 2,1% for the year as a whole, Growth in the labor force 
will most likely prevent reduction in the unemployment rate below 2% 
through 1977, 


The Government's full employment objective is reflected in the recent 
course of Austrian budgetary policy. The government deficit in 1975 was 
43 billion Schillings ($2.47 billion), and a deficit of 46 billion 
Schillings is projected for 1976, although recent reports suggest that 
tax revenue shortfalls combined with expenditure increases will push that 
figure somewhat higher, While the government is making some effort to 
consolidate its financial position during a period of economic recovery, 
the 1977 budget deficit is again expected to be in the 40-50 billion 
Schilling range, Thus, Austrian economic policy makers could well be 
faced with less room for maneuver than they would like should strong 
anti-recessional fiscal policies again be needed by 1978, 


External financing of the Austrian federal debt remained small until 1975, 
when total external debt increased by 137%. Very high bank liquidity 

in 1976 permitted a return to internal financing and an increase in ex- 
ternal debt of only 2% is projected. In 1977, however, greater reliance 
on external financing is expected, At the end of 1976 external debt is 
expected to be 4,7% of GNP. 





Inflation has been checked reasonably well for two principal reasons: 

(a) a successful incomes policy, and (b) the "hard Schilling" policy, 

The success of these measures is shown by the relatively low 7,3% rate 
of consumer price increases expected for this year and in a predicted 

6% rate for 1977, 


Austria's informal but effective means of achieving consensus among govern- 
ment, business, and labor - - “social partnership" as it is called - - 

‘has helped to moderate wage demands by: the powerful trade union federation, 
Since workers averaged about a 4% gain in real earnings in contracts negoti- 
ated during 1975, their demands this year have been relatively restrained, 
Increases in 1976 wage settlements thus far have averaged about 9% which 
would result in an average rise of real incomes by approximately 1.5%, It 
is expected that quick wage settlements with only moderate inflationary 
impact will continue to be the pattern, and that no substantial time will 
be lost due to labor difficulties, 


Austria's "hard Schilling" policy of maintaining a nearly constant Schilling- 
D-Mark exchange rate is important in controlling inflation since about 40% 

ef all imports come from the neighboring Federal Republic, At the same 

time, this policy, if rigidly maintained, could well have an adverse effect 
on the competitiveness of Austrian exports since the local rate of inflation 
has been and is expected to continue to remain somewhat above that of West 
Germany. While there are no indications that the Government is about to 
change its hard Schilling policy, local businessmen have evidenced increasing 
concern about its implications for Austrian exports, 


Austrian foreign trade has spurted in 1976 with the value of imports up 

24% in the first nine months and that of exports 16%. The marked deterio- 
ration in Austria's trade balance that has resulted appears traceable to 
several origins, including cyclical factors, sluggish foreign demand in 
certain sectors, and maintenance of the “hard Schilling" policy. Demand in 
Austria has been particularly high for motor vehicles, electrical machinery, 
petroleum, petroleum products, and chemicals, For.1977 the Austrian 

Institute for Economic Research foresees an accelerated rise in prices of 

both Austria's imports and exports, Thus, while the value of Austrian imports 
and exports is expected to climb by about 12 and 14%, respectively, the 
corresponding real increases are projected at 7.5 and 9% Such a result 
would produce a modest narrowing of Austria's trade deficit in the coming year, 


A key sector for the Austrian economy is the nationalized steel industry. 
This export-dependent industry has not fully shared in the general recovery, 
Faced with recent declines in orders - - a trend which is expected to 
continue - - the industry is considering expenditure cuts such as elimination 
of overtime, forced retirements, hiring restrictions, and termination of 
guest workers, The incoming order situation may be a relatively short-term 





problem, However, it is possible that long-term structural changes will be 
necessary to maintain this industry in a competitive position, The US import 
restraint program for specialty steels, which began in June 1976, has been 
an additional cause for concern for the local steel industry since Austria 
did not receive an individual country quota for tool steel, 


Austria's tourism earnings are an important part of the country's balance 
of payments picture, but so far the impact of the “hard Schilling" policy 
is unclear, The winter season was busy and tourism earnings were strong; 
nevertheless overnight stays were down 2,8% in the first half year and 
tourism revenues rose only 3,6% over the same time period, Poor summer 
weather is likely to mean that there will be no improvement in this sector 
in the second half of the year. 


Austria actively promotes exports and promotion has helped trade grow in 
many areas, Probably the most successful results have been obtained in the 
OPEC countries, in particular Iran, Nigeria, and Iraq. Combined dollar 
exports to these countries grew from $27,9 million in 1970 to $221 million 
in 1975, In contrast to the sharp growth of Austrian exports to Eastern 
Europe in 1975 - - a time when OECD area markets were soft - - no such 
increase is expected for the current year, Nevertheless, Austria continues 
to lay the ground work for future expansion of its export markets in the 
East through the negotiation of credit agreements and an active schedule 

of trade missions, 


The Austrian free trade agreement with the European Community is producing 
changes in the pattern of Austrian trade which are expected to continue, 

The progressive elimination of tariffs on industrial goods traded between 
the EC and Austria will be completed as of July 1, 1977, Increased trade 
with the Community countries has resulted in a declining share for Austria's 
EFTA partners, except for Switzerland. 


Implications for the United States 


Austrian-US trade has picked up in 1976, thanks to the economic recovery in 
both countries, For the first 9 months US exports to Austria were up 26% 
from 1975, Austrian exports to the United States increased 19%, The 3,2% 
US share of Austrian non-oil imports in the first 9 months of the current 
year, however, remained almost unchanged from the 1975 figure of 3,1%. 

In light of the conditions described above and the progressive decline 

of the Dollar vis-a-vis the Schilling in recent months, we believe that 
American suppliers have a good chance to build up their share in the 
Austrian import market if they are willing to devote the time and resources 
which this requires, Evidence of strong Austrian interest in US products 
is provided by the 35% growth in the number of trade opportunities submitted 
by the Embassy in Vienna and the Consulate in Salzburg.during Fiscal Year 
1976 (through June 30, 1976) compared with Fiscal Year 1975. 





In its annual Best Prospects Report for the coming year, the Embassy 
identified several US product categories which were found to be of 
considerable interest to Austrian importers, These categories include 
production and test equipment and components for the electronics industry; 
mini- and small-business computers; health care and biomedical equipment; 
industrial and scientific laboratory instruments; and earthmoving and road 
construction equipment, 


In the major projects field, the Embassy believes that the Austrian project 
to complete an automated air traffic control system by 1981 offers good 
opportunities for US manufacturers of radars and related data processing 
equipment, A major project which now seems less promising is Austria's 
planned second nuclear power plant, Scaled down projections of future 
electrical energy consumption and a certain amount of domestic controversy 
over nuclear power, in our view, make a final decision on whether or not 

to go ahead with this project unlikely before late 1977, 


Over the past year interest has been expressed by several large Austrian 
companies in the possibility of cooperation with US.firms on large projects 
in third countries, These projects include the erection of steel mills, 
water treatment systems, petrochemical plants, bridges, tunnels, and port 
installations, We believe that these projects present opportunities for 
American suppliers of technological know-how, machinery and components, 


The Austrian Government generally welcomes productive foreign investment, 
viewing it as an adjunct to its full employment policy. Full foreign 
ownership is permitted, but some American firms have found joint ventures 
to be advantageous, Many American firms also find Vienna to be a good 
base for operations to develop Eastern European markets, 


In the area of foreign trade policy, US and Austrian objectives are 
generally compatible, Austria, which is heavily dependent on trade, shares 
US interest in a successful outcome of the Tokyo Round of multilateral 
trade negotiations, At the same time, on individual issues Austria often 
takes positions closer to those of its EC/EFTA partners, 


Since Austria is a small, open economy, economic trends here tend to follow 
rather closely the course of economic developments in Western Europe and 
the United States, If Austria and most of the other OECD countries ex- 
perience continued. relatively non-inflationary growth in 1977, the outlook 
for US-Austrian economic relations next year will be bright. Moreover, 

the likely maintenance of the "hard Schilling" policy should be an added 
factor in making this Alpine republic an attractive market for US business 
in the year ahead, 
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